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Timber and Timberland Values Manual

Issue

Should the Board authorize publication of the proposed Timber and Timberland Values Manual,
and what should the manual include with respect to the issue of whether timber harvest plan
costs should be considered/deducted when establishing immediate harvest values?

Staff Recommendation

Staff recommends that the Board authorize publication of the language for the proposed Timber
and Timberland Values Manual as contained in Attachment B.

Other Alternative(s) Considered

The Board could authorize the proposed Timber and Timberland Values Manual be published,
and could specify that the language should reflect that timber harvest plan costs are to be
considered/deducted when establishing immediate harvest values (see Attachment A).
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IV. Background

Under Government Code sections 15606 et seq., the Board is charged with the duty of
administratively enforcing and interpreting the statutes governing property tax assessment
functions. Specifically, the Board is required to prepare and issue instructions designed to
promote property tax assessment uniformity throughout the state. In 1975, the Board adopted
Assessors' Handbook Section 551, Forest Property Appraisal. At that time, each county in
California assessed all nonexempt standing timber for ad valorem taxation. In 1976, the Z'berg-
Warren-Keene-Collier Forest Taxation Reform Act (codified as the Timber Yield Tax Law)
replaced the ad valorem tax on standing timber with a yield tax on harvested timber. Staff
drafted the attached Timber and Timberland Values Manual as a means of providing guidance
on the provisions of the Timber Yield Tax Law.

The draft of the Timber and Timberland Values Manual has been processed through the
Property Tax Committee interested parties process. Staff announced the decision to develop the
manual and invited interested parties to participate in the process. Staff worked with the Timber
Advisory Committee, timber county assessors, and industry representatives to ensure that the
drafting process was comprehensive. Two drafts of the manual were disseminated, and staff met
with interested parties in Sacramento on August9, 2005 and October 5, 2005 to discuss
proposed revisions to the two drafts.

During the interested parties process, staff received numerous comments from industry
representatives regarding the issue of whether timber harvest plan costs should be
considered/deducted when establishing immediate harvest values. Staff's long-standing legal
interpretation has been that costs incurred before the harvest—costs of access, marking,
preparation of a timber harvest plan, and costs associated with gaining approval to harvest—are
not deducted when establishing immediate harvest values. However, deductions are made for
costs incurred after the harvest—costs for logging, hauling, and scaling. Timber industry
representatives contend that, because of the excessiveness of the costs associated with gaining
approval of the timber harvest plan, these costs should be considered/deducted when
establishing immediate harvest values.

The language contained in the attached draft (Attachment B) of the Timber and Timberland

Values Manual reflects a consensus by staff and those interested parties who participated in the
process, except for the issue of the costs associated with the preparation of a timber harvest plan.
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V. Staff Recommendation

A. Description of the Staff Recommendation

Staff recommends that the Board authorize publication of the language for the proposed
Timber and Timberland Values Manual as contained in Attachment B. The proposed draft
includes statutory and regulatory provisions, judicial decisions, and Board staff policies
relative to both the development and adoption of immediate harvest values for harvested
timber and for the valuation by county assessors of Timberland Production Zone lands.

The proposed draft includes analyses and discussions regarding the:

= Timber Yield Tax Law, Timberland Production Zone statutes, and applicable
Property Tax Rules

= Appraisal process for immediate harvest values of timber
= Duties and provisions of the Timber Advisory Committee
= Appraisal process for Timberland Production Zone lands

B. Pros of the Staff Recommendation

Publication of the proposed Timber and Timberland Values Manual will provide the Board,
Board staff, Timber Advisory Committee members, timber county assessors, and industry
representatives with a complete overview of the appraisal process used in the development
and adoption of immediate harvest values. Additionally, the manual will promote uniformity
among the timber county assessors in the appraisal process for Timberland Production Zone
lands.

C. Cons of the Staff Recommendation

The proposed Timber and Timberland Values Manual reflects Board staff's long-standing
legal opinion regarding the costs associated with a timber harvest plan, and does not accede
to industry's request to change this legal opinion due to the escalating costs of developing a
timber harvest plan. Adoption of staff's recommendation would not change the existing
procedures for determining immediate harvest values and would not bring about a reduction
in taxes for timber owners.

D. Statutory or Regulatory Change
None

E. Administrative Impact
None

Page 3 of 9



BOE-1489-J REV. 2 (1-00)
FORMAL ISSUE PAPER

F. Fiscal Impact

1. Cost Impact

The estimated cost impact for printing and distributing copies of the proposed manual is
$1,350.

2. Revenue Impact
None

G. Taxpayer/Customer Impact

None

H. Critical Time Frames
None

V1. Alternative 1

A. Description of the Alternative

The Board could authorize the proposed Timber and Timberland Values Manual be
published, and could specify that language should reflect that timber harvest plan costs are
to be considered/deducted when establishing immediate harvest values (see Attachment A).

Industry representatives contend that the regulatory structure and requirements governing
the preparation, review, and approval of timber harvest plans was quite simple during the
middle 1970's, i.e., a six-page form and one or two pages of maps. In the intervening 30
years, the requirements and, thus, the cost of preparing timber harvest plans have
skyrocketed. Timber harvest plans now average over 250 pages in length. Timber harvest
plan preparation costs are now a significant component, and the Board should direct staff to
modify the manual to reflect this consideration. Industry representatives believe that section
38109 of the Revenue and Taxation Code provides the Board with the flexibility to make
such a determination. Section 38109 states:

"Immediate harvest value" means the amount that each species or subclassification of
timber would sell for on the stump at a voluntary sale made in the ordinary course of
business for purposes of immediate harvest. Such immediate harvest values shall be
expressed in terms of amount to the nearest dollar per thousand board feet, net Scribner
Decimal C log rule, or other unit of measure chosen by the board, and shall be
determined in a manner which makes reasonable and adequate allowance for age, size,
quality, cost of removal, accessibility to point of conversion, market conditions and all
other relevant factors as determined by the board. (Emphasis added.)

The following comments were submitted by the Executive Officer of the Board of Forestry
and Fire Protection relative to the timber harvest plan cost issue:

... Specifically, the Board would like the BOE Timber Advisory Committee (TAC) to
explore the possibility that Harvest Values Schedules be more reflective of the actual
costs involved with timber harvest operations. As has been well expressed in the
Thompson and Dicus study ... the cost associated with harvest plan approval has risen
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by more than 1200% since 1974 (Thompson and Dicus, March 2005, p. 22). Perhaps
Harvest Value Schedule Adjustments could be offered to include a one-time deduction
for costs associated with approval of the Timber Harvest Plan (THP) or Non-Industrial
Timber Management Plan (NTMP). Certainly there is precedent for this suggestion
given that timber owners in specified counties are entitled to a deduction in recognition
of county-specific timber requirements that make the marketplace in those counties
significantly different from other timberland counties ... The County Deduction appears
to recognize that greater operational costs result from the increased restrictions and
additional planning required in specified counties. By extension, this could now apply
to all counties in which timber harvests occur given the aforementioned elevation in
operational and planning costs statewide.

The following comments were submitted by the small-scale timber owners' representative on
the Timber Advisory Committee:

R&T 38101.5 Legislative Intent (a), (b) & (c). The use of these sections is to illustrate
the importance the legislature has determined that timber production and timberlands is
to the State.

R&T 38109 "Immediate harvest value." This section provides the board with the
authority to determine what allowances, costs of removal and other relevant factors will
be used to determine immediate harvest values.

R&T 38204 Designation of timber value areas. (a) This section again provides the board
with authority to determine how the values will be determined.

Board Rule 1023. Immediate Harvest Value. (b) Harvest Value Schedules. This section
provides the detail and interpretation of R&T Sections 38109, 38204. Gross proceeds
are (only) to be considered. Allowances for cost of removal and other relevant factors
are specified. Costs of removal are defined to include excessive costs. The costs of
Timber Harvest Plan preparation and implementation have become excessive.

My argument to address the phrase (Rule 1023) "adjusted to reflect only the portion of
such proceeds attributable to value on the stump immediately prior to harvest." This
limitation is applicable to analysis of logs sales and conversion of finished product
calculations. | believe it is directed to prohibit the inclusion of the cost of ownership,
e.g., property line surveys, inventory cruises, site preparation and planting, pruning,
precommercial thinning, patrolling, security measures, etc. Once the decision is made to
harvest and sell a specified stand of trees or delivered logs then the costs of removal
begin to incur. The timber harvest plan (THP) is an integral step in the timber or log
sale process, Public Resource Code (PRC) 4581. A THP can be prepared and submitted
for filing to the California Department of Forestry & Fire Protection by any one of three
parties, viz. 1 Timberland owner, 2 Timber owner or 3 Licensed Timber Operator
(LTO), PRC 4527.5 and 4582.

An LTO would include the preparation costs of a THP as a cost of removal when
determining the value of the standing timber. A purchaser of standing timber, either by
deed or contract, would include the preparation costs of a THP as a cost of removal
when determining the value of the standing timber. A timberland owner would not
consider the cost of the preparation of a THP as an ownership cost; the cost would be a
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timber harvesting expense. The THP costs would not be incurred until after the decision
to harvest a specified stand or selected individual trees, hence a timber or log sale or
delivery of raw material to an affiliated processing plant.

For the timberland owner, the cost of THP preparation should be considered an
appropriate allowance for cost of removal. THP preparation expenses have risen so
dramatically since the implementation of the yield tax; they have become an excessive
cost of removal. To not factor the cost of THP preparation into determining the
immediate harvest value results in including this cost as part of the immediate harvest
value. The taxing of this cost is not encouraging prudent and responsible forest resource
management.

Conclusion: The statutes provide the board with the discretion to determine how
immediate harvest values are to determined (R&T 38109). Rule 1023 (b) could be
interpreted (administratively) to include allowance for THP costs or the board could
amend this rule to specify that the expense of THP preparation is a cost of removal.

B. Pros of the Alternative

If the Board determines that the timber harvest plan costs are to be considered/deducted
when determining the immediate harvest values for timber, the resultant outcome will be a
lessening of the Timber Yield Tax obligation for timber owners.

C. Cons of the Alternative

The issue of whether timber harvest plan costs should be considered/deducted when
determining the immediate harvest values for timber is not a recent issue. This issue has been
revisited by staff and the Timber Advisory Committee on numerous occasions since the
adoption of the Timber Yield Tax Law. During the course of the drafting of the attached
Timber and Timberland Values Manual and the associated interested parties process, the
Board's legal staff again analyzed the statutes and regulations appropriate to the issue. The
results of the most recent legal analysis did not change the long-standing procedures, as most
recently contained in a July 30, 1993 legal opinion and stated:

The Timber Tax Division staff has previously taken the position that **gross proceeds
from sales on the stump™ and "'value on the stump immediately prior to harvest™
include all costs incurred before the harvest, that is, costs of access, marking, and
preparation of a timber harvest plan, and costs associated with gaining approval to
harvest. Deductions are available only for costs incurred after the harvest, such as
logging, hauling, and scaling expenses.

... While we all recognize that such changes have seriously impacted the timber
industry, greatly increasing the costs of securing approvals to harvest and of timber
harvest plans, there is no legal authority for considering/deducting before-the-harvest
costs in calculating immediate harvest values. To the contrary, as previously noted,
Section 38204(a) and Rule 1023(b) are authority for preventing it. Thus, only if it could
be established that a component cost(s) associated with gaining approval to harvest
constitutes after-the-harvest, rather than before-the-harvest cost(s), could such
component costs(s) possibly be considered/deducted when establishing immediate
harvest values.
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Board staff believes that an amendment to Revenue and Taxation Code section 38204,
specifically allowing for the exclusion/deductibility of timber harvest plan costs from the
determination of immediate harvest values, would be required in order for a timber harvest
plan cost to be deducted from the immediate harvest values. Section 38204 states in relevant
part:

...These values [immediate harvest values] shall be determined under rules adopted
pursuant to the Administrative Procedure Act from the best evidence available,
including (1) gross proceeds from sales on the stump of similar timber of like quality
and character at similar locations, or (2) gross proceeds from sales of logs, or of
finished products, adjusted to reflect only the portion of those proceeds attributable to
value on the stump immediately prior to harvest, or a combination of (1) and (2), and
shall be determined in a manner that makes reasonable allowance for differences in age,
size, quality, cost of removal, accessibility to point of conversion, market conditions
and other relevant factors. (Emphasis added.)

D. Statutory or Regulatory Change

In staff's opinion, Revenue and Taxation Code sections 38109 and 38204 will require
amendment to accommodate an allowance for a deduction of timber harvest plans from the
immediate harvest value of timber. Likewise, sections 41 and 1023 of Title 18, Public
Revenues, California Code of Regulations, will require amendments.

E. Administrative Impact
None

F. Fiscal Impact
1. Cost Impact

The estimated cost impact for printing and distributing copies of the proposed manual is
$1,350.

2. Revenue Impact
See attached Revenue Estimate.

G. Taxpayer/Customer Impact

Adoption of Alternative 1 would result in the lessening of the Timber Yield Tax obligation
that timber owners would be required to pay on their harvested timber.

H. Critical Time Frames
None

Prepared by: Property and Special Taxes Department, Assessment Policy and Standards Division and
County Property Tax Division
Legal Department, Tax and Fee Programs Division

Current as of: October 21, 2005
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ALTERNATIVE LANGUAGE
TIMBER AND TIMBERLAND VALUES MANUAL

PAGE PROPOSED STAFF LANGUAGE PROPOSED INDUSTRY LANGUAGE

12 | When developing the immediate harvest values, the | When developing the immediate harvest values, the
Board's staff considers all elements of value, Board's staff considers all elements of value,
including but not limited to, volume by species, including but not limited to, volume by species,
quality, defect, market conditions (including date of | quality, defect, market conditions (including date of
sale), volume per acre, size of timber, method of sale), volume per acre, size of timber, method of
harvesting, accessibility, topography, logging harvesting, accessibility, topography, logging
conditions, and distances from a processing center conditions, timber harvest plan preparation costs,
capable of utilizing the timber. and distances from a processing center capable of

utilizing the timber.

14 | Costs incurred by the seller prior to harvest such as | Costs incurred by the seller prior to harvest such as
for cruising, marketing, developing the timber for cruising, marketing, developing-the-timber
harvest plan, constructing permanent roads, and harvestplan;-constructing permanent roads, and
surveying are not recognized in the sales analysis surveying are not recognized in the sales analysis
because the immediate harvest values to be because the immediate harvest values to be
determined represents the value of the timber on the | determined represents the value of the timber on the
stump immediately prior to the harvest. stump immediately prior to the harvest.

15 | Whenever a purchaser of timber or logs assumes the | Whenever a purchaser of timber or logs assumes the
financial burden of any item that is the seller's financial burden of any item that is the seller's
responsibility, adjustments must be made to the responsibility, adjustments must be made to the
purchase price paid for the timber or logs. The purchase price paid for the timber or logs. The
amount of adjustment is directly proportional to amount of adjustment is directly proportional to
either the benefit received by the seller, or the cost either the benefit received by the seller, or the cost
incurred by the purchaser. This amount is expressed | incurred by the purchaser. This amount is expressed
in dollars per thousand board feet and is added to in dollars per thousand board feet and is added to
the indicated stumpage price. For example: the indicated stumpage price. For example:

» When the timber yield tax is paid by the purchaser, | « When the timber yield tax is paid by the purchaser,
this amount is added as a positive adjustment to the | this amount is added as a positive adjustment to the
stumpage price. stumpage price.

* Forestry costs, timber harvest plan costs, deposits, | ¢ Forestry costs, thnberharvestplan-costs; deposits,
fees and other seller costs that are assumed by the fees and other seller costs that are assumed by the
purchaser are positive adjustments made to the purchaser are positive adjustments made to the
stumpage price. This group of adjustments includes | stumpage price. This group of adjustments includes
a multitude of factors that commonly impact the a multitude of factors that commonly impact the
purchase price and may include costs incurred over | purchase price and may include costs incurred over
a wide period of time—from well before the a wide period of time—from well before the
operation, to well after the actual logging activity.... | operation, to well after the actual logging activity....

19 | Deductible operating costs involved in a log Deductible operating costs involved in a log

conversion are logging (felling, bucking, yarding,
loading, and required slash disposal), hauling,
temporary road construction and decommissioning,
and road maintenance not included in the logging
cost. Section 38204 and Property Tax Rule 1023
exclude the deduction of all costs incurred by the
seller before the harvest. These would include
permanent road construction, timber harvest or
management plan preparation, timber cruising, and

conversion are logging (felling, bucking, yarding,
loading, and required slash disposal), hauling,
temporary road construction and decommissioning,
and road maintenance not included in the logging
cost. Section 38204 and Property Tax Rule 1023
exclude the deduction of all costs incurred by the
seller before the harvest. These would include
permanent road construction, timber-harvest-of

managementplan-preparation; timber cruising, and
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marketing or administrative costs associated with
the harvest, or timber management plan approval
process. Generally speaking, permit preparation
costs are not deductible for log conversion analysis
if they are for activities that occur prior to the time
the permits are in place. Costs attributable to permit
preparation (for example, marking of timber and
flagging of streams) are not deductible even when
performed after the permit is "in place."

marketing or administrative costs associated with

the harvest. or-timber-managementplan-approval
_ I King, . )
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FOREWORD

Prior to 1977, each county in California assessed all nonexempt standing timber for ad valorem
taxation. Since the value of timber was added to the value of land and then taxed annually,
property owners had an incentive to harvest trees to reduce their property taxes, thereby
threatening to erode the timber base of California. Each forested county had to maintain a staff
who established the values of standing timber. Owners of large timber properties were displeased
with the variation in appraisal values that often occurred between counties and with the need to
discuss values with county assessors in multiple counties. These owners strongly supported the
centralized appraisal and determination of taxable value for timber.

The Z'berg-Warren-Keene-Collier Forest Taxation Reform Act of 1976 dramatically changed the
method of taxing timber in California. The Act encouraged the protection of immature trees and
the continued use of timberlands for the production of trees for timber products, and provided
restrictions on the use of timberland to the production of timber products and compatible uses.
The Act, codified as the Timber Yield Tax Law, replaced the ad valorem tax on standing timber
with a yield tax on felled timber. The resulting timber yield tax is imposed on every timber
owner who harvests timber or causes it to be harvested.

Many changes have occurred in the timber industry since 1977 when the timber yield tax
program was established. There have been changes in forest harvest regulations, volume
reductions in U.S. Forest Service sales, and an increased demand for timber from private
timberlands. The overall average timber values rose significantly from 1977, to a peak in 1994,
but have fluctuated subsequently with an overall decrease since 1994.

The Timber and Timberland Values Manual describes the principles and procedures used by the
State Board of Equalization in the valuation of timber to be harvested and the establishment of
timberland production zone values, and provides an overview of the responsibilities of the
Timber Advisory Committee. This manual is designed to provide Board staff, county assessors
and their staffs, and other interested parties with an informational resource.

The manual was prepared within an open process that allowed input from members of the
Timber Advisory Committee, the California Assessors' Association, industry representatives, and
other interested parties. Any issues regarding the manual's final language and contents that could
not be resolved by consensus among interested parties were voted on and resolved by the
Members of the State Board of Equalization after hearing relevant testimony from interested
parties and Board staff.

Under Government Code sections 15606 et seq., the Board is charged with the duty of
administratively enforcing and interpreting the statutes governing property tax assessment
matters. Specifically, the Board is responsible for the administration and collection of the timber
yield tax under Revenue and Taxation Code sections 38101 through 38908. While regulations
adopted by the Board are binding as law, Board-adopted manuals are advisory only.
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Nevertheless, courts have held that they may be properly considered as evidence in the
adjudicatory process.*

The citations and law references in this publication were current as of the writing of the manual.
The Board approved this manual on November 15, 2005.

David J. Gau

Deputy Director

Property and Special Taxes Department
November 2005

! Coca-Cola Co. v. State Board of Equalization (1945) 25 Cal.2d 918; Prudential Ins. Co. v. City and County of
San Francisco (1987) 191 Cal.App.3d 1142; Hunt Wesson Foods, Inc. v. County of Alameda (1974) 41 Cal.App.3d
163.
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Chapter 1

CHAPTER 1: OVERVIEW OF THE TIMBER YIELD TAX LAW

Pursuant to Article XIII, section 3, subdivision (j) of the California Constitution, in 1976 the
Legislature completely revised the system of taxation for growing timber and preserving
timberlands in California. Two different taxes are imposed on timber property: the timber yield
tax and the property tax. The timber yield tax is a tax on the value of harvested timber. The
property tax is a tax on the value of the underlying land. While the timber yield tax is a state tax,
the taxation of timberland is part of the local property tax that is administered by the county
assessor.

Prior to 1976, timber and timberlands were subject to an annual ad valorem tax. An ad valorem
tax uses the market value of a commodity as a base for assessment of the tax. Simply put, a
market value is the price a willing buyer will pay a willing seller for the use of a given
commodity. Under this system of taxation, however, the market value of timberland was not
restricted to what one timber owner would pay another for the use of the land to grow trees.
Instead, the market value of timberland was computed on the basis of what any buyer would pay
to put the land to its highest and best use, regardless of whether or not that use was timber
production. Thus, the timber owner paid taxes based on the highest and best use value of the
land, plus the market value of the trees.

The ad valorem tax system inherently discouraged maximum timber production in two ways.
The first was a consequence of the highest and best use valuation factor. As population growth
encroached on forested areas, the highest value use of land often shifted from timber production
to commercial, residential, or recreational use. Land that formerly yielded its greatest financial
return when used for timber production was found to yield an even greater return when used as a
ski resort or vacation home. It was found that continued use of land for timber production was no
longer profitable, and that timber did not generate enough revenue to offset the increasing tax.
Thus, growers were induced to convert land from timber production to a higher valued use.

The second disincentive resulted from the imposition of an annual tax on a commodity with a
long production period. Trees require many years of growth to reach maturity. Timber
management decisions were being impacted when timber, which had been exempt from property
taxation under the Constitution, faced assessment that would significantly increase the owners'
tax burdens.?

With the passage of the Timber Yield Tax Law,® standing timber became exempt from local
property taxes (ad valorem tax system) and instead is subject to a state tax at the time of harvest.
Although the tax is administered and collected by the State Board of Equalization (Board), the
revenue, after state administrative costs, is distributed to the counties whereby the county auditor

2 California Constitution, Article XII1, section 12 %a.; repealed by amendment adopted November 5, 1974.
® Revenue and Taxation Code sections 38101 through 38908. Unless otherwise stated, all statutory references are to
the Revenue and Taxation Code.
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distributes the funds among the jurisdictions within the county to replace the property taxes that
had previously been collected.®

The 1976 legislation also required the Board to appoint a Timber Advisory Committee (TAC)
with which to consult prior to adopting administrative regulations governing the assessment of
harvested timber and bare land zoned Timber Production Zone. (See Chapter 3 for a discussion
of the TAC.)

Under the Timber Yield Tax Law, the tax paid is based on values established by the Board for
various timber products, as determined by analysis of market transactions in designated timber
value areas. The timber owner does not pay the tax based on the amount actually received for a
sale of his or her trees or wood products. A specified tax rate is applied to the value of the net
volume of harvested timber calculated at its immediate harvest value, defined as the amount the
"timber would sell for on the stump at a voluntary sale made in the ordinary course of business
for purposes of immediate harvest." Stumpage value is the value of the trees standing in the
woods with access and all permits in place. Every six months, the Board is required to estimate
the immediate harvest value of each species or subclassification of timber within the various
specified timber areas of the state. (See the sections following titled Timber Yield Tax Rate and
Timber Value Areas for more in depth discussions.)

In order to perform its statutory duty of estimating the immediate harvest values, the Board
requests the reporting of significant amounts of information from parties participating in timber
sales transactions throughout the state. Since there are no specific reporting requirements for
data regarding timber sales transactions, in practice, the Board staff requests the necessary
harvest information on a voluntary basis, and assures the reporting parties that the specific details
regarding the sales will be kept confidential. If necessary, the information can be obtained from
the parties through the exercise of the Board's subpoena power.°

RATE ADJUSTMENT COUNTIES

The Legislature designated, at the time of the enactment of the Timber Yield Tax Law in 1976,
17 timber producing counties as rate adjustment counties. The 17 counties designated were those
counties where property tax revenues on timber represented 2 percent or greater of the county's
total property tax revenue.” The rate adjustment counties form the basis for the determination of
the timber yield tax rate. (See the section following titled Timber Yield Tax Rate.)

* Section 38905.1.

> Section 38109.

® Government Code section 15613.

" The parameters were defined in the original Z'berg-Warren-Keene-Collier Forest Taxation Reform Act of 1976,
and the specific counties were codified in section 38105.
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The rate adjustment counties are Alpine, Del Norte, El Dorado, Glenn, Humboldt, Lassen,
Mendocino, Modoc, Nevada, Placer, Plumas, Shasta, Sierra, Siskiyou, Tehama, Trinity, and
Yuba.®

TIMBER YIELD TAX RATE

Beginning April 1, 1977, a timber yield tax rate was established to produce, for local
governments, a sum equivalent to ad valorem collections on timber statewide. The timber yield
tax rate was initially established at 6 percent on all harvested timber.®

Annually, the Board reviews data from the rate adjustment counties to determine if an
adjustment is necessary to the timber yield tax rate. The tax rate is adjusted in the same
proportion that the average rate of general property taxation in the rate adjustment counties in the
current tax year differs from the average rate of general property taxation in those counties in the
prior year.™® Special taxes on intangibles, aircraft, property that is subject to a uniform statewide
tax rate, and special assessments are not considered.

In 1980, following the adoption of the statewide property tax initiative commonly known as
Proposition 13, the yield tax rate was reduced from 6 percent to 3 percent. In 1982, the rate was
adjusted to 2.9 percent where it has remained to date. For example, the 2005 timber yield tax rate
was calculated by applying the proportional change between 1.040 percent (the 2003-04 average
tax rate in the rate adjustment counties) and 1.039 percent (the 2004-05 average tax rate in the
rate adjustment counties) to the 2004 timber yield tax rate of 2.9 percent:

2.9% x [1.039 + 1.040] = 2.89721.

The rate is rounded to the nearest one-tenth of one percent as required by statute.'! Therefore, the
rate remained at 2.9 percent for 2005.

TIMBER VALUE AREAS

For use in the preparation and application of immediate harvest values, the Board originally
designated nine timber value areas in the state.*? Subsequently, two timber value areas have been
subdivided because of changing market conditions. (See Appendix 2 for a map of the timber
value areas.) These designated areas contain timber having similar growing, harvesting, and
marketing conditions. Timber owners compute the taxable value of their timber using the
immediate harvest values designated for the areas where their timber has been harvested. The
taxable value of timber is the immediate harvest value, by designated area, as of the first day of
the period specified by the applicable harvest value schedule adopted by the Board.

8 Section 38105.
% Section 38115.
10 Section 38202.
1 Section 38202.
12 Section 38204; Property Tax Rule 1020.
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Once the harvest value schedules are adopted by the Board, they are made available to known
timber owners and timber logging operators, as well as being posted to the Board's website.*?

TIMBER ADVISORY COMMITTEE

The Timber Yield Tax Law requires that the Board appoint a Timber Advisory Committee
(TAC).** (See Chapter 3 for a discussion of the TAC.) Section 431 contains the following
definition of the TAC:

... (c) "Timber Advisory Committee” means a standing committee appointed by
the board composed of one representative of the Board of Equalization, one
representative of the State Board of Forestry and Fire Protection, five assessors
from the rate adjustment counties defined in Section 38105, and one member
representing small-scale timber owners, and one member representing large-scale
timber owners.

IMMEDIATE HARVEST VALUES

As part of its administration of the Timber Yield Tax Law, the Board is required to establish
twice yearly a schedule of immediate harvest values for each species or subclassification of
timber within the various specified timber value areas in the state. As provided in section 38204,
subdivision (a), the immediate harvest values are to be determined:

... from the best evidence available, including (1) gross proceeds from sales on
the stump of similar timber of like quality and character at similar locations, or
(2) gross proceeds from sales of logs, or of finished products, adjusted to reflect
only the portion of those proceeds attributable to value on the stump immediately
prior to harvest, or a combination of (1) and (2), and shall be determined in a
manner that makes reasonable allowance for differences in age, size, quality, cost
of removal, accessibility to point of conversion, market conditions and other
relevant factors.

The TAC has a vital role in the adoption of the biannual harvest values and schedules.
Section 38204, subdivision (a), further provides:

. the board, after consultation with the Timber Advisory Committee, shall
estimate the immediate harvest values of each species or subclassification of
timber within those areas as of the initial date of the period....

Board staff of the County Property Tax Division, Timber Tax Section, Property and Special
Taxes Department, is responsible for analyzing statewide timber sales data and developing

3 www.boe.ca.gov.
14 Section 434.2.
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suggested immediate harvest values. The statutory duties of the TAC under section 38204 to
consult with the Board regarding immediate harvest values are advisory in nature and encompass
no administrative responsibilities. The TAC members may perform their consultation function by
providing information concerning timber values that each member has compiled from outside
sources, or by applying their expertise to any timber-related questions raised by the Board. The
TAC members are always encouraged to share any sales information they may have with Board
staff. The TAC members are especially encouraged to participate during the period immediately
preceding the review of suggested immediate harvest values. Most often, the TAC members'
participation in the value-setting process occurs during the open forum of a TAC meeting.

The Board's staff suggests immediate harvest values for the periods of January 1 through June
30, and July 1 through December 31, annually. The staff suggested values are reviewed by the
TAC at two semi-annual meetings prior to being adopted by the Board (See Chapter 2 and
Appendix 5 for discussions of how values are established.)

The values are currently arrayed in three tables. (See Appendix 3 for a sample of the tables.) The
harvest value tables provide the taxpayer with information necessary for reporting the timber
yield tax. Table 1 is used for miscellaneous timber species and products, Table G for green
timber, and Table S for salvage timber. The prices are expressed as a dollar amount per thousand
(M) board feet or other designated unit of measure. Species codes and units of measure are
shown in the tables for use by taxpayers in preparation of the Timber Tax Harvest Report. The
tables array the allowable deductions; for example, low volume per acre or small total volume.

Prior to the biannual meetings at which the Board adopts the immediate harvest values, the staff
prepares a schedule of preliminary estimates of immediate harvest values, and then meets with
the TAC to discuss the suggested values. The TAC reviews the proposed values, and makes its
recommendation, based on a majority vote, to the Board to approve or disapprove the values.
Interested parties have the opportunity to discuss the timber values and the valuation process at
the TAC meetings. The Board considers the staff recommended values and the TAC
recommendation during a public hearing, and interested parties again have an opportunity to
discuss the timber values with the Board Members.

CONFIDENTIALITY OF SALES INFORMATION

SALES TRANSACTIONS

Information regarding timber sales transactions obtained by the Board pursuant to section 38204
may not be disclosed to parties outside those involved in the sales transaction. This prohibition
includes members of the TAC." The controlling confidentiality statute is found in section 38705,
which states in part:

Except as provided in Sections 38402 and 38706, it is unlawful for the board or
any person having an administrative duty under this part to make known in any

> A. G. Opinion CV 78/52, August 29, 1978.
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manner whatever the business affairs, operations, or any other information
pertaining to any timber owner or any other person required to report to the board
or pay a tax pursuant to this part, or the amount or source of income, profits,
losses, expenditures, or any particular thereof, set forth or disclosed in any return,
or to permit any return or copy thereof or any book containing any abstract or
particulars thereof to be seen or examined by any person....

In a July 25, 2002 opinion,*® the California Attorney General considered the question of whether
the Board could publicly disclose information that its staff has compiled regarding timber and
log sales transactions, if the information was provided in a source-neutral, summary fashion that
did not identify or allow one to ascertain specific timber or log sales transactions or the parties
involved in such transactions. The Attorney General concluded:

In preparing estimates of timber values, the Board's staff first compiles statistical
data based upon information it receives from timber owners and other
knowledgeable persons regarding timber and log sales transactions. The question
presented for analysis is whether the statistical schedules prepared by Board staff,
which do not identify or make ascertainable specific timber or log sales
transactions or the parties involved in such transactions, may be disclosed to the
public....

We conclude that the Board may publicly disclose information that its staff has
compiled regarding timber and log sales transactions if the information is
provided in a source-neutral, summary fashion that does not identify or make
ascertainable specific timber or log sales transactions or the parties involved in
such transactions.

Therefore, while the Board can publicly disclose the information arrayed in a source-neutral
format, the raw data that would allow one to ascertain the parties involved in specific timber or
log sales transactions must be held confidential and may not be disclosed by staff. For example,
Board staff prepares several summary tables for the TAC to assist the members when analyzing
the suggested immediate harvest values developed by Board staff. (See Appendix 6 for examples
of the tables.) The summary tables do not include raw data but do include the following
information:

Sales Summary Table G: For each timber value area, species, and sub-classification of species,
this table contains:

e Number of sales used for current value schedule
e Total volume of those sales
e Computed average values weighted by volume

e Suggested values

' A. G. Opinion CV 01/901.
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Sales Summary Table 1: For each species or product, this table contains:

e Number of sales used for current value schedule
e Total volume of those sales
e Computed average values weighted by volume

e Suggested values

Suggested Values and Changes From Prior: For each timber value area, species, and
subclassification of species, this table contains:

e Current suggested values

e Changes from prior value schedule
Timber Sales Summary: For each timber value area as well as statewide, this table contains:

e Number of public and private sales
e Sales volume for both public and private sales
e Average tractor logging and haul costs

e Helicopter sales

To ensure confidentiality of the data, for Sales Summary Table G and Sales Summary Table 1, if
the number of sales transactions in any category is less than five, only the suggested values are
provided. However, the benchmark of using no less than five sales transactions is only a guide.
In some instances, even five sales transactions could disclose confidential information. For
instance, if there are five sales transactions in a timber value area but four of the transactions
involve the same logging company, by process of elimination, disclosure could compromise the
confidentiality of the fifth transaction.

LOG INDEX STATISTICAL SCHEDULES

The Board's staff monitors active log markets in all regions of the state to estimate changes in log
and stumpage markets. The staff develops two indices of changes in stumpage prices based on
changes in the delivered log markets. One index is for the coastal region and one index is for the
interior regions. The log index is part of the staff's work product developed for use in
conjunction with confidential sales information, calculations, and determinations of immediate
harvest values. The log index is developed by staff to adjust older sales information for time-
related changes in the delivered log freight on board (FOB) prices. In other words, the log index
is a time adjustment table that indicates the upward or downward trends in the wholesale timber
market. The raw data—the log price information—is obtained from sawmills under the assurance
that the specific data will be kept confidential. The Attorney General found in A. G. Opinion CV
78/52:
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The requirement for confidentiality under section 38705 fosters the complete and
accurate reporting of information to the Board...The Board's ability to perform its
responsibilities might be impaired if those supplying it with information were not
assured that such information would be kept confidential from the public,
particularly business competitors.

Further in A. G. Opinion CV 01-901, the Attorney General opined:

The prohibition of section 38705 is thus intended to protect the privacy rights of
timber owners, preventing business competitors and others from obtaining
information furnished to the Board concerning their business affairs and
operations. The Board's administration of the Timber Yield Tax Law is thereby
facilitated by making sure that the information it receives from timber owners is
accurate due to the Legislature's confidentiality mandate....

To ensure confidentiality of the data used in the compilation of the log index, Board staff
prepares a source-neutral summary table for use by the TAC. The Time Adjustment Table (see
Appendix 6 for an example) contains:

e Date of sale of logs

e Changes in stumpage prices by species or subclassification from the Board staff's
appraisal date to the contract sale date

ASSESSORS' ACCESS TO BOARD RECORDS

In January 1980, section 38706 was added to provide specific, limited access by county assessors
to Board timber tax records pertaining solely to their respective counties. In so doing, the
Legislature granted access to the Board's timber tax records to county assessors in their capacity
as county assessors, but did not provide for disclosure to TAC members under either section
38705 or section 38706. Section 38706 provides, in part:

Upon written request of the assessor of any county containing timber, the board
shall permit the assessor, or any duly authorized deputy or employee of such
assessor, to examine any records pertaining to the county of such assessor which
are maintained by the board under this part....

The Legislature granted these rights to county assessors subject to certain disclosure limitations
and sanctions. Section 38706 further provides that appraisal data, including market data as
defined in section 408, may be disclosed to any assessor. However, if an assessor seeks to review
Board-maintained records of a county other than the assessor's own county, the request to the
Board must include a written statement authorizing such a review from the applicable county
assessor.
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RULES AND REGULATIONS

Under Government Code section 15606, subdivision (c), the Board is given the power and duty
to prescribe rules and regulations for property tax matters. Recognizing the experience and
expertise of the TAC members, the Legislature directed the TAC to consult with the Board
regarding any administrative rules or regulations that were being considered by the Board
regarding the timber program.*’

Pursuant to the Board's general authority, and specifically the Board's authority under
section 432, the Board, and after consultation with the TAC, adopted the following Property Tax
Rules:'®

e Property Tax Rule 41, Market Value of Timberland

e Property Tax Rule 53, Open-Space Value of Timberland
e Property Tax Rule 471, Timberland

e Property Tax Rule 1020, Timber Value Areas

e Property Tax Rule 1021, Timberland Grading Rule

e Property Tax Rule 1022, Standard Unit of Measure

e Property Tax Rule 1023, Immediate Harvest Value

e Property Tax Rule 1024, Exempt Timber

e Property Tax Rule 1026, Timber Owner

e Property Tax Rule 1027, U. S. Forest Service Timber Volumes
e Property Tax Rule 1031, Records

See Appendix 1 for a complete text of the rules.

EXEMPTIONS FROM THE TIMBER YIELD TAX

Pursuant to section 201, all property, not exempt under the laws of the United States or of this
State, is subject to taxation. With the enactment of the Timber Yield Tax Law in 1976, timber
became exempt from property taxation. Section 436 provided:

On the lien date for the 1977-78 fiscal year and thereafter, all timber on both
privately and publicly owned lands shall be exempt from property taxation,
including possessory interest taxation, and shall not be assessed for taxation

'" Sections 434.1, 38109, and 38116.
18 All rule references are to the California Code of Regulations, Title 18, Public Revenues.
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purposes. Nothing herein shall preclude the assessment of trees standing on land
not zoned as timberland production under this article for purposes of property
taxation based on their aesthetic or amenity value.

Therefore, timber is subject to the timber yield tax in lieu of the general property tax. The
following are instances where timber has been exempted from the timber yield tax by statutory
and regulatory provisions.

Low VALUE

Timber is exempt from the timber yield tax when the immediate harvest value of the timber is so
low that the tax on the timber would amount to less than the cost of administering and collecting
the tax."® Property Tax Rule 1024 provides:

... Timber, removed from a timber harvest operation whose immediate harvest
value does not exceed $3,000 within a quarter, is exempt from timber yield tax
pursuant to the authority granted by section 38116 of the Revenue and Taxation
Code....

Two or more timber owners who elect to combine their harvest under one harvest permit may
report each harvest as a separate operation. The specific requirements for reporting each harvest
separately for the purpose of calculating the small total volume deduction are:

1. That each timber owner must have a separate timber yield tax account with the Board,
and

2. That each timber owner must separately own the land from which the timber was
harvested, as identified by an assessor's parcel number.

WELFARE EXEMPTION

The Constitution provides that the Legislature may exempt from property taxation property used
exclusively for religious, hospital, or charitable purposes and owned or held in trust by
corporations or other entities (1) that are organized and operating for those purposes, (2) that are
nonprofit, and (3) no part of whose net earnings inures to the benefit of any private shareholder
or individual.®® The Legislature has implemented this exemption by enacting sections 214 et seq.,
commonly known are the welfare exemption.

Under section 214, if timber is harvested on property used for qualifying purposes that is owned
by a qualifying organization under the welfare exemption, such timber is exempt from the timber
yield tax. However, section 38104 contains the following:

"Timber owner" means any person who owns timber immediately prior to felling
or the first person who acquires either the legal title or beneficial title to timber

19 Section 38116.
2 Article X111, section 4(b), California Constitution.
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after it has been felled from land owned by a federal agency or any other person
or agency or entity exempt from property taxation....

Therefore, while harvested timber may be exempt from the timber yield tax pursuant to the
provisions of the welfare exemption when owned by a qualifying organization, the first person
acquiring title to the timber from the exempt organization is statutorily considered the "timber
owner™ and is liable for the applicable timber yield tax.

In Hoopa Valley Tribe v. Nevins, et al,** the federal Circuit Court of Appeal held that “timber
owner" as defined in section 38104 and Property Tax Rule 1026 did not include any purchasers
of timber owned by Indian tribes, whether the land is owned by the tribes themselves or by
federal agencies on behalf of the tribes. (See the section following on Indian Lands.) However,
timber harvested from land acquired by an individual member of a tribe as a deeded allotment is
subject to the timber yield tax.

INDIAN LANDS

Indian lands are lands held in trust by the United States for Indian tribes.?? These lands are
immune from state property taxes. Federal laws and policies comprehensively support and
regulate the harvest of timber on tribal lands. State taxes or regulations that interfere with tribal
activities may be preempted if the tribal activity the state seeks to affect involves goods produced
on the reservation.

The court found in Hoopa®® that because the timber yield tax does not fund services that directly
relate to the harvesting of tribal timber and is otherwise unconnected with tribal timber activities,
the timber yield tax should be preempted. As a result of this decision, the timber yield tax is not
applicable to timber owned by Indian tribes, nor to any purchasers of that timber or logs derived
therefrom. Thus, non-Indian purchasers may negotiate with Indian tribes for the purchase of the
tribe's timber or logs without regard to the timber yield tax or its application.

TIMBER PRODUCTION ZONE LANDS

Part of the Timber Yield Tax was the creation of the Timber Production Zone (TPZ). These are
lands that are primarily devoted to and used for growing and harvesting timber. The zone carries
a continuous, rolling 10-year restriction on use. These lands are assessed under the ad valorem
system by each county based on values determined by the Board and transmitted annually to
each assessor. (See Chapter 4 .)

21(1989) 881 F.2d 657.
22 The Wheeler-Howard Act of Congress (June 18, 1934) 25 U.S.C.A. 465.
% Hoopa Valley Tribe v. Nevins et al., supra.
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CHAPTER 2: APPRAISAL PROCESS

The statutory mandate on the Board regarding valuing timber and timberland under the Timber
Yield Tax Law is:

e As of January 1 and July 1 each year, the Board must adopt a schedule of immediate
harvest values by species, quality, and location to be used by timber owners when filing
their taxes on harvested timber.*

e As of November 30 each year, the Board must adopt timberland site class value schedules
to be used by county assessors when valuing timberland properties within their counties.?®

e As of December each year, the Board must adopt the yield tax rate.?

The primary focus of this manual is on the development of the immediate harvest values by
timber appraisers in the Board's Timber Tax Section. (See Appendix 3 for a sample of an
immediate harvest value schedule.)

For the Board's timber appraisers, appraisal is the process of estimating the value of each species
or subclassification of timber within each timber value area as of the timber appraisal date—the
date that the immediate harvest values are determined. The values established represent the
amount that each species or subclassification of timber would sell for on the stump at a voluntary
sale made in the ordinary course of business with all access and permits in place. These values
are a reflection of the marketplace as of the appraisal date (the date that the immediate harvest
values are determined); they are not an attempt to predict the future marketplace.

IMMEDIATE HARVEST VALUE

Immediate harvest value is the amount of cash or its equivalent for which timber would be sold
from a willing and informed seller to a willing and informed buyer, both seeking to maximize
their incomes, if the timber could be harvested in the forthcoming year. This type of transaction
is commonly known as an open-market, arm's-length transaction.?’

When developing the immediate harvest values, the Board's staff considers all elements of value,
including but not limited to, volume by species, quality, defect, market conditions (including
date of sale), volume per acre, size of timber, method of harvesting, accessibility, topography,
logging conditions, and distances from a processing center capable of utilizing the timber.?

24 Section 38204.

% Section 434.5; Property Tax Rule 471.
?® Section 38202.

27 Section 110.

%8 property Tax Rule 41, subsection (b).
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STUMPAGE VALUE

The values upon which the timber yield tax is ultimately levied represent stumpage value—the
value of the trees standing in the woods, with access and permits. The values are determined by
Board staff from the best evidence available, including:

1. Gross proceeds from sales on the stump of similar timber of like quality and character at
similar locations; or

2. Gross proceeds from sales of logs, or finished products (products in a state ready for
normal consumption), adjusted to reflect only the portion of the proceeds attributed to
value on the stump immediately prior to harvest.

Timber designated as similar means timber in an area of comparable elevation and topography,
and subject to comparable logging conditions and accessibility to the point of conversion (access
to a processing facility). The values must be determined in a manner that makes reasonable
allowance for differences in age, size, quality, cost of removal, accessibility to point of
conversion, market conditions, and other relevant factors that affect the determination of value.?®

Sales transaction data is solicited by Board staff from many sources, including:

e Government agencies, for example, U. S. Forest Service, California Department of
Forestry and Fire Protection, and the Bureau of Land Management

e Individual landowners

e Registered professional foresters

e Private log brokers

e Timber consultants

e Large-scale and small-scale timber operators

e Log buyers for manufacturing facilities

APPRAISAL PROCESS

SALES COLLECTION

Timber harvest valuation is based on transactional evidence. The transactions are open-market
sales of standing timber and sales of delivered logs. The timber harvest values used for the
biannual schedules are derived from sales occurring during the two-year period immediately
preceding the appraisal date for the next schedule. However, good appraisal practice for all types
of property, including timber, provides that the preferred method of arriving at the value of a

29 Section 38204.
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property is through the use of market sales data that represent arm's-length, open-market sales of
comparable properties that are nearest in time to the valuation date of the subject property.

Therefore, if sufficient timber sales transactions and data are available close to the date that the
harvest values are being determined, those sales transactions should be given the strongest
consideration in analyzing the marketplace for timber. In the event that sufficient sales
transactions are not available close in time to determining the harvest values, then Board staff
must rely on older sales information, being careful to make appropriate adjustments for the
differences in time. (See the section titled Time Adjustments.)

Board staff appraisers maintain databases of timber sales that properly reflect conditions within
each of the timber value areas of the state. As time passes, the older sales are dropped and the
newer sales added. When sales are scarce, Board staff makes every effort to contact all potential
sources with transactional data, including timber landowners, loggers, and mill operators. Copies
of approved harvest permits provided by the California Department of Forestry and Fire
Protection are a primary source of potential sales information. (See Appendix 5 for a discussion
of the sales analysis process.)

BID ANALYSIS

The bidding process for timber may be as simple as two individuals getting together—one with
timber to sell and one who wants to buy timber. Or, it may be as formal as some U. S. Forest
Service transactions where there could be many competitors vying for the same sale. Regardless
of the nature of the bidding process, if the species are bid at prices proportional to their value
based on current log markets (with each species bid individually), Board staff seldom have to
reallocate the bid prices. However, if certain factors distort a bid price, for example, bid lump
sum or bid at one price for all species, then adjustments must be made in order to establish
relevant bid prices by species.

Ratios between species and log sizes are developed from information obtained from surveys of
delivered log prices. Board staff apply these ratios to the bid prices of distorted bid sales in order
to allocate the total bid to determine the market value for each species.

Escalation clauses specified in a contract are applied to a sale to adjust the apparent bid price to
the date of the bid or sale. Miscellaneous fees, deposits, nonmonetary payments, etc., borne by
the purchaser, are considered a part of the gross proceeds and are included in the sales price.
Since the sales price represents gross proceeds, only typical costs directly attributed to the
harvesting of the timber are considered. Excessive costs are those that go beyond the costs
required by regulations or permitting agencies, and, therefore, are not allowed. Additionally,
costs associated with obtaining permits or the preparation of permits are not allowed.

Costs incurred by the seller prior to harvest such as for cruising, marketing, developing the
timber harvest plan, constructing permanent roads, and surveying are not recognized in the sales
analysis because the immediate harvest value to be determined represents the value of the timber
on the stump immediately prior to the harvest.
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ARM'S-LENGTH TRANSACTION DETERMINATION

Each sale is analyzed to determine if the sale was an arm's-length transaction. Factors reviewed
include:

e Was the sale an open-market transaction?
e Was either the buyer or seller under duress to achieve the sale?
e Was the buyer and seller aware of the quality of the product?

Only data from sales transactions that meet the definition of fair market value are used in the
analysis. Fair market value is defined in section 110 as:

... "full cash value" or "fair market value"” means the amount of cash or its
equivalent that property would bring if exposed for sale in the open market under
conditions in which neither buyer nor seller could take advantage of the
exigencies of the other, and both the buyer and the seller have knowledge of all of
the uses and purposes to which the property is adapted and for which it is capable
of being used, and of the enforceable restrictions upon those uses and purposes....

If a sale is considered not to be an arm's-length transaction, it is excluded from further analysis
and not placed in the sales database. Sales that are judged to be an arm's-length transaction are
placed in the sales database and undergo further analysis.

SALES TRANSACTION ADJUSTMENTS

During the valuation process, adjustments are made to the comparable sales for differences that
affect value. This is a critical step in the valuation process which may involve several types of
adjustments.

PRICE ADJUSTMENT

Any consideration that affects the value of timber must be measured in such a way that it can be
quantified and expressed in terms of dollars. Examples of sales requiring price adjustments
include sales with bid rate indexing and sales with nonmarket financing. Also included in this
group are sales with value deficits in which the required removal of a product costs more than
the value of the product, such as sawlog sales with biomass components. Price adjustments are
normally not necessary on delivered log sales.

PURCHASER PAYMENT ADJUSTMENT

Whenever a purchaser of timber or logs assumes the financial burden of any item that is the
seller's responsibility, adjustments must be made to the purchase price paid for the timber or
logs. The amount of adjustment is directly proportional to either the benefit received by the
seller, or the cost incurred by the purchaser. This amount is expressed in dollars per thousand
board feet and is added to the indicated stumpage price. For example:
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e When the timber yield tax is paid by the purchaser, this amount is added as a positive
adjustment to the stumpage price.

e Forestry costs, timber harvest plan costs, deposits, fees and other seller costs that are
assumed by the purchaser are positive adjustments made to the stumpage price. This group
of adjustments includes a multitude of factors that commonly impact the purchase price
and may include costs incurred over a wide period of time—from well before the
operation, to well after the actual logging activity. Examples of the latter would be slash
disposal, clean-up, and post harvest environmental mitigations if the costs are for activities
whose scope exceeds the requirements of regulations or permitting agencies.
Nonrefundable payments for slash disposal, road surface replacement, and other factors
shown on a U.S. Forest Service (USFS) contract as deposits are added to the purchase
price, since they are not included in the bid price.

e Permanent improvements to the land such as roads or building sites.

Purchaser payments that have a significant impact on the bid price should be reallocated in
proportion to the market value of each species in the sale.

LOGGING COST ADJUSTMENT

The harvest value schedules are founded upon market value indicators derived from typical
transactions. Since most sales in the Board's timber yield tax transaction database are logged by
tractor, sales that include alternate systems must be adjusted. The amount of adjustment is based
upon the differential in the harvest value schedule between tractor logging and other logging
systems, multiplied by the percentage of the sale volume to be logged by the other systems. The
differentials are estimated by analyzing contract costs for alternate logging systems and by
analyzing sales of timber using predominantly alternate logging systems. Adding this adjustment
to the base value indicates the total harvest value as though the entire sale was logged by tractor.

Example

If 30 percent of the volume of a sale is to be helicopter logged and the remaining 70 percent
tractor logged, then:

Logging Cost Adjustment = Helicopter logging ratio x Total helicopter adjustment amount
30% x $140
= $42

LoG AND HAUL COST ADJUSTMENT

When contract payments for logging and hauling are deducted, the delivered log price paid to the
seller provides an indicator of stumpage value. Logging costs do not include engineering or
forestry fees, permanent road building, clean-up costs, or other costs not directly related to the
harvesting and removal of timber.
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LOCATION ADJUSTMENT

Occasionally, market conditions and/or operating costs are such that existing indicators for a
timber value area do not reflect localized stumpage values. When values are substantially
different, deductions may be identified for operations within specific counties. If county
deductions are recommended, they are supported with sales transaction evidence and differential
logging and hauling cost data.

The county deduction for Marin, Monterey, San Mateo, Santa Clara, and Santa Cruz Counties
was originally implemented for a combination of two reasons:

1. Increased harvest administration costs; and
2. Excessive haul costs.

Starting in 1987, it was determined that there was a sufficient difference in market conditions
and haul costs between Sonoma County and the other counties in TVA 2S, and that some
adjustment must be made to establish equitable values. A deduction was established to recognize
these differences in TVA 2S. If the conditions had been similar throughout the range of the
TVA, no deductions would have been warranted.

If adopted, county value deductions are substantiated during each subsequent valuation cycle.

SMALL TOTAL VOLUME ADJUSTMENT

The small total volume deduction is intended to reflect the disproportionate impact that fixed
costs have on smaller sales, and also to account for the fact that small-volume harvests frequently
are unable to obtain competitive prices from prospective purchasers. The small total volume
deduction is based upon the following two factors:

1. The costs of moving personnel and equipment onto an operation are fixed and will be
incurred regardless of operation size. The higher the volume to be harvested, the less
impact the fixed costs will have per thousand board feet. Conversely, the smaller the
volume, the higher the cost will be for each thousand board feet harvested.

Once reasonable fixed costs have been determined, the costs should be divided by various
volumes to determine at which volume these costs begin to have a significant effect on
the cost per thousand board feet. This will show the point where an adjustment is
warranted and indicate an appropriate allowance for the higher costs. Additional
comparisons should be made at lower volumes to determine if additional allowances
should be made.

2. People selling smaller amounts of timber do not dictate a strong market consideration,
and are therefore not in a competitive position. They are also frequently less informed
about the market, and thus may not receive a competitive price for their product.
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Price differences between small and large volume harvests are monitored by Board staff to
determine the effect of these combined factors.

Low VOLUME PER ACRE ADJUSTMENT

The purpose of the low volume per acre adjustment is to recognize that the costs incurred in
logging scattered trees are higher than when logging denser stands. VVolume per acre can affect
costs of felling, skidding, and to some extent loading. Felling and skidding costs increase
proportionately with the distance that must be traveled between trees. Additionally, loading costs
can increase if volume is arriving at the landing too slowly to keep up with the logging trucks or
so scattered it requires frequent landing moves and small volumes per landing, especially if logs
are being sorted for different destinations.

The cost differential can be derived by determining a cost per hour or per day for felling,
bucking, skidding, and loading. The amount of timber that can be taken to the landing in the
same period is also determined. The cost per period is then divided by the volume that can be
logged in each period. This procedure should indicate at what point the cost per thousand board
feet becomes significant, and indicate a reasonable cost adjustment. It should be noted that it
would not apply to the typical situation, but only for those exceptions to a typical operation.

TIME ADJUSTMENT

Values proposed for each new harvest value schedule must be based upon a sufficiently large
number of sales to provide accurate and reliable value indicators for each species, age, size,
quality, and timber value area. There are no standard appraisal parameters for determining the
number of sales necessary for an accurate analysis. Good appraisal practice provides that the
market being analyzed dictates the number of sales required. For example, in some timber value
areas or for some species, three or four sales will constitute sufficient data to accurately analyze
the market. In other instances, more than 100 sales may be necessary for an accurate analysis.
Therefore, sales for a two-year period are considered in each six-month valuation cycle.

When using older sales, it may be necessary to adjust sales prices to allow for changes in market
conditions from the original sale date to the timber tax appraisal date (the date that the immediate
harvest values are estimated—approximately 60 days before the values are effective). The object
of time adjustments is to estimate the amount older sales would bring in an open market if sold
on the timber tax appraisal date. Both private and government transactions are adjusted using the
same time adjustments.

Two years of sales are used in the analyses. Sales are summarized by year of sale, and the older
sales' summaries are compared to the newer ones. If values are similar, it may be implied that the
time adjustments are reasonable, and that the older sales are reliable value indicators. There are
no standard appraisal parameters for determining what constitutes "similar value™ indicators.
Good appraisal practice provides that the market being analyzed dictates what values are
considered similar for comparison purposes. If there are significant differences between the older
sales, adjusted for time, and the newer sales, the newer sales are given stronger consideration
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when estimating the current market value.*® Therefore, if sufficient timber sales transactions and
data are available close to the date that the harvest values are being determined, those sales
transactions should be given the greatest consideration in analyzing the current marketplace.

Since immediate harvest value refers to the value of timber that typically could be harvested in
one year, sales with multi-year contracts may produce different indicators than those with
short-term contracts due to speculation, favorable financing, or other considerations dealing with
wood supply. If differences are found in pricing based upon length of contract, additional weight
should be given to the short-term contracts because they generally require fewer adjustments.

REsIDUAL APPRAISAL METHODS

LoG CONVERSION

A log conversion is an appraisal technique used to estimate the value of standing timber. It is
defined as the residual value for standing timber after appropriate costs, including allowance for
profit and risk, have been subtracted from the price of delivered logs.

Two log conversion variations are used. The first is specific to an individual timber owner, and is
used in the sales analysis process of setting immediate harvest values. The actual logging costs of
a timber owner are subtracted from the price that a mill paid for delivered logs. The other,
derived from average camp run mill price quotes, is used in value correlation. Average tractor
costs for similar operations in a timber value area are subtracted from price average quotes for
each specific species.

Active log markets exist throughout the forested regions of California. For most species, reliable
log price and log sale information can be obtained from landowners or mills that are active in
these markets. Most of the sawmills operating in California use the short log Scribner Decimal C
log rule and buy logs based upon log size and/or grade as well as a camp run price. When
gathering log price or log sales information, Board staff analyzes the parameters of log prices to
ensure that variances can be adjusted to reflect a camp run, net short log Scribner Decimal C
price.

The costs involved in harvesting and delivering logs to a mill site are gathered from contract
loggers since these costs will contain an appropriate amount for profit and risk and are the best
representation of prudent costs. Most often, these costs are presented as a single figure, and
further analysis is made to determine what is covered. Any portion that is not appropriately
chargeable to the removal of the timber is excluded from allowable costs.

Deductible operating costs involved in a log conversion are logging (felling, bucking, yarding,
loading, and required slash disposal), hauling, temporary road construction and
decommissioning, and road maintenance not included in the logging cost. Section 38204 and

% For an in-depth description of time adjustments, see Assessors' Handbook Section 501, Basic Appraisal,
January 2002, at page 91.
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Property Tax Rule 1023 exclude the deduction of all costs incurred by the seller before the
harvest. These would include permanent road construction, timber harvest or management plan
preparation, timber cruising, and marketing or administrative costs associated with the harvest or
timber management plan approval process. Generally speaking, permit preparation costs are not
deductible for log conversion analysis if they are for activities that occur prior to the time the
permits are in place. Costs attributable to permit preparation (for example, marking of timber and
flagging of streams) are not deductible even when performed after the permit is "in place."

Costs may be quoted on a gross or net scale basis. Gross scale basis means based on the total
measured volume prior to any deductions for defects in the logs. Net scale basis means based on
measured volume after subtracting deductions for defects in the logs. All costs used in log
conversion analysis must be converted to a net scale basis before they are deducted. This is
accomplished by multiplying a factor for scaling defect to the gross cost. For example, if the
defect of a particular harvest has been determined to be 20 percent, the factor would be 1.2 to
convert the cost from a gross scale basis to a net scale basis. The gross cost would be multiplied
by the scaling defect factor to arrive at net cost.

The following hypothetical examples illustrate the use of the log conversion approach to value.

Example 1 — Timber Owner Logging Costs

Stump to truck $150
Haul and road maintenance 50
Temporary road construction 5

$205 /MBF Net Scale

Indicated
Delivered Logging Immediate
Species Log Price Cost Harvest Value
RG3 $ 850 $ 205 $ 645
DFG3 500 205 295
CM 300 205 95
Example 2 — Average Timber Value Area Tractor Cost
TVA
Regional Average Indicated
Delivered Tractor Immediate
Species Log Prices Costs Harvest Value
PPG1 $ 700 $ 200 $ 500
DFG3 700 200 500
FG 400 200 200
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LUMBER CONVERSION

In addition to the accumulation and analysis of stumpage and log sales, lumber conversions may
be used by Board staff as a tool in arriving at proposed immediate harvest values. Although a
lumber conversion is a valid method for estimating stumpage value, it is seldom used by Board
staff due to the subjectivity and sensitivity of the various factors required in using this approach
to value.

In principle, a lumber conversion is similar to a log conversion; that is, costs related to producing
the finished product, plus an appropriate amount for profit and risk, are subtracted from the
selling price to arrive at an indicated stumpage value. However, since many additional factors
must be accounted for in a lumber conversion, it is far more subjective than a log conversion.

EXAMPLE—SALES ANALYSIS PROCESS

The following table is an example of the averages computed for one species in one timber value
area (TVA). The example demonstrates the 64 averages computed for government (G) only,
private (P) only, and P&G combined for green timber in one TVA. A similar table of averages is
produced for the salvage sales for each species. This gives the appraiser a potential of
128 averages for an individual species (with size codes) in each TVA. These averages are all
indicators that the appraiser uses when selecting a proposed immediate harvest value for one
species in either the green or salvage table. The actual report would show total volume and
number of sales for each of these averages.

Green Piness—TVA 7

SC1 Year 3, P (only) | Year2,P (only) | Year 1P (only) Year 1&2, P (only) | Year1,2 & 3, P (only)

Year 3, G (only) | Year2,G (only) | Yearl, G (only) | Year1&2, G (only) | Year 1,2 & 3, G (only)

Year 3, G&P Year 2, G&P Year 1, G&P Year 1&2, G&P Year1,2 & 3, G&P

*Without index or deductions

SC2 Year 3,P (only) | Year2,P (only) | Year1,P (only) | Year1&2 P (only) | Year1,2 & 3, P (only)

Year 3, G (only) | Year2,G (only) | Yearl, G (only) | Year1&2, G (only) | Year 1,2 & 3, G (only)

Year 3, G&P Year 2, G&P Year 1, G&P Year 1&2, G&P Year1,2 & 3, G&P

*Without index or deductions

SC3 Year 3,P (only) | Year2,P (only) | Year1,P (only) | Year1&2, P (only) | Yearl,2 & 3, P (only)

Year 3, G (only) | Year2,G (only) | Year1, G (only) | Year1&2, G (only) | Year 1,2 & 3, G (only)

Year 3, G&P Year 2, G&P Year 1, G&P Year 1&2, G&P Year1, 2 & 3, G&P
*Without index or deductions
All Year 3,P (only) | Year2,P (only) | Year1,P (only) | Year1&2, P (only) | Year1,2 & 3, P (only)
SC Year 3, G (only) | Year2,G (only) | Year1, G (only) | Year1&2, G (only) | Year 1,2 & 3, G (only)
Year 3, G&P Year 2, G&P Year 1, G&P Year 1&2, G&P Year 1,2 &3, G&P

*Without index or deductions (includes sales without size codes)

* Arithmetic average; not weighted by volume (all others are weighted by volume)
Year 1 = current calendar year; Year 2 = previous calendar year; Year 3 = calendar year for two years past
All sales are within the prior 24-month appraisal period.
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The following are some of the ways that appraisers use the various indicators developed by the
above table:

1.

10.

The appraiser starts by focusing on the Year 1&2, G&P, average for the dominant size
code (the one with the strongest sales information—most sales and volume) for each
species. Typically, this is size code 3 in the green table.

In the spring, the appraiser focuses on the Year 1&2, G&P, average because many times
there is a shortage of current year sales since, to date, there have only been one to two
months of current year sales activity. In the fall, the appraiser will focus on the Year 1
sales since by then there have been nine months of the current year's sales.

The appraiser monitors trends between Year 1, Year 2, and Year 3 as indicators of how
well the indices are tracking the market and general market trends.

The appraiser looks at the relationship between size codes for each species. Occasionally,
the relationship of the sales does not fit with the logical expectations—SC-1 being the
highest and SC-3 being the lowest values.

If there are no sales in a particular size code, the appraiser estimates the value based on
other size codes for which there are available sales.

The appraiser also analyzes key indicator sales. These are recent sales containing a high
percentage of the subject species.

. Once the appraiser finishes the independent analysis of green and salvage for each

species, the appraiser compares the green and the salvage preliminary proposals to ensure
the changes in one are consistent with the changes in the other.

Next, the appraiser plots the preliminary proposed values on the array of all sales.

If the plotted proposals are not well distributed within the array, the appraiser will re-
examine the process to make sure that nothing has been misapplied during the analysis
process.

Once the appraiser is satisfied with the proposed values, the values are compared to the
previous schedule to determine the amount of change. If the indicated changes are not
representative of changes in the log and stumpage markets, the appraiser re-examines the
analysis to validate the conclusions.

Board staff appraisers analyze differences that are evident between indicators, and arrive at a
reasonable value conclusion for each timber classification. Each indicator is reviewed to ensure
that it accurately represents the timber being valued. The impact of distorted bidding and the
existence of other considerations in the purchase price are considered.
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RECONCILIATION

DATABASE REPORTS

Once the completed database has had all adjustments applied, a series of reports is produced
which assist Board staff in estimating immediate harvest values for each classification and
subclassification of timber in the schedules (see Appendix 5). These reports summarize the sales
data in a number of different ways, including:

e By weighted average prices for each species category by timber value area
e By year of sale

e By groups of sales from multiple years

e By array of sales prices for each species

e By unweighted average price

Value analysis is initiated as follows, and sales are selected from the database based on:

e Sale dates

e Timber value area

e Helicopter used (yes or no)
e Government or private sale
e Log or stumpage sale

e Logging system

e Total volume parameters

e Volume per log parameters
e Volume per acre parameters
e Other factors as appropriate

The database program then computes a series of average immediate harvest values; some are
weighted by volume and some are arithmetic averages. For those sales of more than one year in
duration, the species volumes are divided by the number of years and this fractional volume is
used as the weighted volume for averages weighted by volume.

APPRAISER DETERMINATION OF SUGGESTED VALUES

Board staff analyze the sales data and determine supportable harvest values for inclusion in the
suggested harvest value schedules that are submitted to the TAC for discussion and ultimately to
the Board for adoption.

As with the appraisal of all types of property, with the variability of indicated values ultimately
produced by the information in the database, Board appraisers must apply a degree of appraisal
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judgment in recommending immediate harvest values for the schedules. Since by definition an
appraisal is an "estimate of value,” all appraisals involve some degree of appraiser judgment.
For instance, a timber appraiser must use judgment in rating the quality of the timber involved in
a particular sale when determining whether that sale is comparable to other sales of the same
timber species. Likewise, the appraiser must use judgment when comparing sales where the
volume sold differs significantly since, generally, volume impacts the sales price.

The process of resolving the differences among value indicators is called reconciliation.® The
result of reconciliation is a meaningful, defensible conclusion concerning the final recommended
immediate harvest value.

The final value estimate is not a simple average of the timber sales; one or more sales often have
greater significance and are given stronger consideration by the appraiser. Simply calculating an
average implies that all the value indicators have equal validity. While this may occur in certain
instances, it is usually not the case. The final value estimate must reconcile all available
indicators in an analytical manner.

Example

The database grouping for determination of the proposed immediate harvest value for July 1 through
December 31, 2005 for green redwood size code 3 in TVA 2N, may provide the following weighted
averages:

Species 2003 2004 2005 2004-2005 2003-2005
RG3 700 681 590 643 683

The appraiser will analyze the database information to determine a final proposed value. The
appraiser will look at each grouping of sales and ask questions such as:

e Are the sales in one grouping more market related than other groupings (is the species bid
at prices proportional to their value based on current log markets)?
e Are the sales in one grouping subject to more adjustments than other groupings?

e Are the sales in one grouping comprised of a number of key indicator sales—recent sales
containing a high percentage of the subject species?

For the above example, the appraiser may determine through the reconciliation process that the
proposed immediate harvest value is, for example, $640 because of the more recent sales.

PEER REVIEW OF VALUES

Once the appraisers have analyzed the data for all TVAs and all species and size codes, the
suggested values are scrutinized in a peer review session with the other appraisers. For each

* For a complete discussion of the appraisal reconciliation process, see Assessors' Handbook Section 501, Basic
Appraisal (January 2002, p. 109), and Assessors' Handbook Section 502, Advanced Appraisal (December 1998,
p. 108).

Timber and Timberland Values Manual 24 November 2005



Chapter 2

suggested value, the responsible appraiser provides an explanation and justification for the
suggested value.

REVIEW OF SUGGESTED VALUES

Prior to the recommended harvest value schedules being submitted to the TAC and the Board,
the values are reviewed by Timber Tax Section supervisors and the County Property Tax
Division chief. Values that appear questionable or conflict with those of surrounding timber
value areas are discussed in detail and may be re-evaluated.

TAC REVIEW OF VALUES

After management has reviewed the suggested values, the suggested values are sent to the TAC
members and interested parties. The TAC meets to discuss the values and accepts public input.
The TAC votes to approve or disapprove the suggested values. The result of the vote of the body
is transmitted to the Board for its consideration.

SUBSEQUENT VALUE INDICATORS

New sales information may become available during or after the review process of the suggested
harvest value schedules. Each group of new sales is analyzed by Board staff to determine if there
is an impact on the original value estimates. If changes are in order, they may be made by Board
staff prior to the TAC meeting and discussed at the meeting. Changes may also be made when
the Board meets to discuss and adopt the suggested value schedules.

BOARD ADOPTION OF VALUES

Before June 30 and before December 31 of each year, the Board adopts values to be used for
reporting of timber harvested during the succeeding two quarters. The board takes into
consideration staff suggestions, TAC comments, and public input during an open session of the
Board.

VALUE LIMITATIONS OF HARVEST VALUE SCHEDULES

Although Board staff expends a great deal of time gathering and analyzing sales of logs and
standing timber, it should be noted that values in the Board's Harvest Value Schedules do not
necessarily represent the value of any individual timber harvest. The schedule values are based
on information from many sources, including timber sales of varying size, quality, logging
conditions, access, aspect (general direction the slope of the site faces), elevation, soils, etc.
What an individual seller may receive for his or her timber will not necessarily be the same as
the values in the schedules. Value schedules are not a substitute for a market value appraisal for
any particular tract of timber. They are values estimated based on the analysis of many different
transactions over a large geographic area.
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MODIFIED HARVEST VALUES

Occasionally, a catastrophic event, such as a wildfire, will significantly alter the market value of
a large volume of timber. When the market value is affected to such an extent that the existing
harvest value schedule does not represent that market value, then a modified schedule is
considered. Modifications to the Board-adopted harvest value schedules may be initiated by the
Board or in response to a taxpayer's request.*

When a taxpayer requests a modification to the immediate harvest value schedule, the Board
may adopt a modified schedule without consulting with the TAC. However, if Board staff
proposes to modify the schedule, it shall consult with the TAC.** Modified values are then
presented to the Board for adoption prior to being used for reporting by taxpayers. These
modified values are established for a specific period of time, condition, and timber value area,
and are usually applicable to all similarly affected timber within the same timber value area.

Once modified harvest values have been adopted by the Board, the modified schedules are
distributed to the taxpayers in the affected timber value area.

%2 Section 38204, subdivision (b).
% Ibid.
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CHAPTER 3: TIMBER ADVISORY COMMITTEE

Pursuant to the requirements of section 434.2, the Board has maintained a Timber Advisory
Committee since the enactment of the Timber Yield Tax Law in 1976. Section 434.2 provides:

Within 30 days of the effective date of this section, the board shall appoint the
timber advisory committee as defined in subdivision (c) of Section 431.

Subdivision (c) of section 431 provides that:

"Timber Advisory Committee” means a standing committee appointed by the
board composed of one representative of the Board of Equalization, one
representative of the State Board of Forestry and Fire Protection, five assessors
from the rate adjustment counties defined in Section 38105, and one member
representing small-scale timber owners, and one member representing large-scale
timber owners.

DUTIES

Sections 434, 434.1, 38109, 38116, 38204 and Property Tax Rule 1023 include references to
various duties of the TAC. With the exception of indicating that the TAC is to consult with the
Board, the statutes are silent as to specific duties and responsibilities of the Committee.
However, in an opinion dated August 29, 1978, the Attorney General stated that the duties of the
TAC "... are advisory in nature and encompass no administrative responsibilities."”** That is, the
TAC's purpose is to advise the Board relative to the Board's fulfillment of its responsibilities in
the administration of the Timber Yield Tax Law. After meeting, discussing, and voting, the TAC
advises the Board on timber issues as one body.

The original language of the Z'Berg-Warren-Keene-Collier Forest Taxation Act required that the
Board complete the following duties after consultation with the TAC:

e On or before September 1, 1976, prepare instructions setting forth temporary criteria and
procedures for grading timberland on the basis of site quality and operability.*®

e Prior to December 31, 1976, and periodically thereafter, adopt regulations establishing a
standard unit of measure for timber and conversion factors for converting other units of
measure to the standard.*

* A. G. Opinion CV 78-52.
% Section 434.
% Section 38109.
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e On or before December 31, 1976, designate areas containing timber having similar
growing, harvesting, and marketing conditions to be used as timber value areas for the
preparation and application of immediate harvest values.*’

e On or before March 1, 1977, estimate the immediate harvest values of each species or
subclassification of timber within the timber value areas for timber to be harvested
between April 1 and December 31, 1977. On June 30 and December 31 of each year
thereafter, estimate the immediate harvest values for timber harvested during the
succeeding two calendar quarters.®®

e On or before March 1, 1977, adopt regulations setting forth the final procedures for
grading timberland on the basis of its site quality and operability, replacing the instructions
adopted on or before September 1, 1976.%

e On or before January 1, 1980, and every three years thereafter, adopt schedules
re-establishing the value of each grade of timberland pursuant to section 434
(section 434.5 (b)).*

In addition to the specific statutory duties listed above, the TAC, at the direction of the Board
and/or staff, performs other duties in support of the timber tax program, such as reviewing
proposed amendments to statutes or administrative rules, and generally advising the Board on
timber issues. The following significant changes have been made by the Board, through the
consultation and advice of the TAC, in the timber tax program since completing the initial
statutory requirements of the Z'Berg-Warren-Keene-Collier Forest Taxation Act:

e In 1997, the harvest value schedules were simplified. This included the allowance of
adjustments in the form of deductions to the values in the schedules for logging systems,
small total volumes, and county locations.

e In 1998, Property Tax Rule 1024, Exempt Timber, was adopted for the purpose of
exempting any timber from the timber yield tax if the tax on the timber would amount to
less than the cost of administering and collecting the tax.**

e In 2000, the timber yield tax was converted from a system using old-growth and
young-growth classifications to a system based on average log size, removing much of the
subjectivity of the previous system. Additionally, some species were consolidated, thereby
reducing the number of categories and further simplifying the harvest value schedules.

e In 2001, based on historical data, a firm standard was implemented for establishing the
value of salvage species. Specifically, when there are not enough salvage sales in a species

%" Section 38204.

% Section 38109; Property Tax Rule 1023, Inmediate Harvest Value.

% Section 434.1, subdivision (a).

0 Section 434.5 was rewritten in 1984 establishing new values for timberland and implementing a formula for
adjusting timberland values for subsequent years.

1 Section 38116.
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category to establish its immediate harvest value, the value is deemed to be 75 percent of
the corresponding green values listed in the harvest value schedules.

MEETINGS

There is no set schedule governing when or how often the TAC will meet. When the timber yield
tax system was being implemented, meetings were held on a frequent basis to address important
issues and statutory requirements. Currently, the TAC meets twice a year, which enables the
Board to consult with the TAC members before holding public hearings to adopt harvest values
and schedules.

Additional TAC meetings may be convened if timber program issues arise that require the Board
or its staff to consult with the TAC members. All TAC meetings are public and subject to public
noticing and disclosure requirements.

OFFICERS

At the inaugural meeting of the TAC, the members elected two officers — a Chair and a
Vice-Chair/Secretary. The Board's representative to the TAC was selected to serve as the Chair
at that meeting, and has continued to serve as Chair since that time. The Humboldt County
Assessor was selected as Vice-Chair/Secretary, and continued to serve in that capacity until he
retired. In 1994, the Del Norte County Assessor was selected as Vice-Chair/Secretary, and
continues to serve in that capacity.

If the TAC members desire to do so, they may elect new officers each year.

TENURE OF MEMBERS

The Board is given authority to appoint the TAC members pursuant to section 431.** Pursuant to

Board policy, the TAC members serve one-year terms and are appointed for each calendar
43

year.

Most of the TAC members have been re-appointed several times and, thus, have long-standing
tenure. Since the TAC is a standing committee of the Board, its members must take an oath of
office.* Either a Board Member or the Board's Executive Director administers the oaths of office
to the members at the first TAC meeting scheduled after their appointment.

*2 Subdivision (c).
** Meeting of the Board of Equalization, February 9, 1995.
* Government Code section 1360.
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ALTERNATES

Members of the TAC may appoint alternates to serve in their absence. The members may, at the
members' discretion, grant any powers they have to alternates, including voting privileges. The
controlling statute is section 7 which provides:

Whenever a power is granted to, or a duty imposed on, any person or board by
any provision of this code, it may be exercised or performed by any deputy or
person authorized by the person or board to whom the power is granted or on
whom the duty is imposed, unless it is expressly provided that the power or duty
shall be exercised or performed only by the person or board to whom the power is
granted or on whom the duty is imposed.

Since the appointment of an alternate is a statutory right of the TAC members, the other
Committee members may not limit this right by majority vote or otherwise.

COMPENSATION OF TAC MEMBERS

The members do not receive direct compensation for serving on the TAC. However, Government
Code section 11009 provides for payment to reimburse members for necessary expenses, such as
travel and per diem living expenses. In order for a member to receive expense reimbursement,
the document evidencing that a member has taken the oath of office at the time of appointment
must be filed with the Secretary of State. Board staff files these papers on behalf of the members.
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CHAPTER 4: TIMBER PRODUCTION ZONE LANDS

Privately owned land and land acquired for state forest purposes which is primarily devoted to
growing and harvesting timber, and is zoned for a minimum 10-year period as timberland
production zone, is valued for property taxation on the basis of its use for growing and
harvesting timber, plus the value attributable to any existing compatible, nonexclusive uses of
the land.

The purpose of sections 51110 through 51119.5 is to establish timberland production zones
(TPZ)™® to be valued for property taxation on the basis of lands used for growing and harvesting
timber only. The original 1977 statutory scheme for zoning property as timberland production
was quite extensive:

e The county assessor was required to determine parcels which, as of the lien date in 1976,
were assessed for growing and harvesting timber as the highest and best use of the land—
referred to as "List A."*

e The county assessor was required to determine parcels which, as of the lien date in 1976,
appeared in the assessor's judgment to have constituted timberland, but which were not
assessed for growing and harvesting timber as the highest and best use of the land—
referred to as "List B."*’

e The county or city planning commission was required to hold public hearings on parcels
and to make recommendations to the board of supervisors.*®

e Landowners whose properties were not included on either List A or List B could petition
to the board of supervisors to have their properties added to the timberland production
49
zone.

e The board of supervisors was required to hold public hearings on parcels and consider the
recommendations of the planning commission prior to having parcels zoned as timberland
production.®®

Despite the desirability and advantages of having land zoned as timberland production, the
Legislature was cognizant of the long-standing right of owners of properties to do with their
properties what they wish. Therefore, provision was made for owners to demonstrate that it
would not be in the public interest for their parcels to be zoned as timberland production.®

** Also known as “timberland preserve zones."
% Section 51110.

*" Section 51110.1.

“8 Section 51110.2.

9 Section 51110.3.

% Section 51112.

*! Section 51110.
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Today, all parcels zoned as timberland production are zoned as such for an initial term of
10 years. On the first and each subsequent anniversary date of the initial zoning, a year is added
to the initial term of 10 years, unless a notice of rezoning is given. ** All parcels in a timberland
production zone are valued pursuant to the Timber Yield Tax Law.

COMPATIBLE USES

Timberland means any land that is devoted to and used for growing and harvesting timber and
compatible uses.>® Compatible use is defined in section 51104, subdivision (h), as:

"Compatible use™ is any use which does not significantly detract from the use of
the property for, or inhibit, growing and harvesting timber, and shall include, but
not be limited to, any of the following, unless in a specific instance such a use
would be contrary to the preceding definition of compatible use:

(1) Management for watershed.
(2) Management for fish and wildlife habitat or hunting and fishing.

(3) A use integrally related to the growing, harvesting and processing of forest
products, including but not limited to roads, log landings, and log storage
areas.

(4) The erection, construction, alteration, or maintenance of gas, electronic,
water, or communication transmission facilities.

(5) Grazing.

(6) A residence or other structure necessary for the management of land zoned as
timberland production.

The county board of supervisors or city council was mandated in 1976 to adopt a list and detailed
description of compatible uses additional to those legislated in section 51104.>* Subsequently,
the board or council continues to make determinations regarding compatible uses within the
timberland production zones.

Property restricted to timberland use is excluded from the provisions of Article XIII A
(commonly known as Proposition 13) and instead is valued under the Timber Yield Tax Law.
However, property not subject to valuation under the Timber Yield Tax Law within a timberland
production zone, such as structures, structure sites, and compatible uses, is to be valued
according to the provisions of Proposition 13, i.e., valued at their adjusted base year value or at

%2 Section 51114.
%3 Section 38103.1.
% Section 51111.
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current market value, whichever is less, depending on whether the use is considered a
"nonexclusive” or "exclusive” compatible use.

"Nonexclusive" compatible uses of timberlands, such as grazing, receive different treatment than
"exclusive" compatible uses, such as a structure site. The current full cash value attributable to a
nonexclusive compatible use is determined and enrolled annually, above and beyond the TPZ
value.™

For exclusive compatible uses, any structure on the land or an area of reasonable size used as a
site for compatible uses are not restricted or subject to TPZ restrictions.”® Therefore, the taxable
value attributable to an area used exclusively as a site for an approved compatible use is the
lesser of its factored base year value or fair market value.>

A special base year problem is created when, for example, a new homesite is developed on a
TPZ property, thereby changing a portion of the property's use from timberland production to
residential. The question then becomes, what base year should be assigned to the portion of land
developed into the residential site? There has been no change in ownership that would warrant a
reappraisal of the site, yet new construction such as grading has been performed that has brought
about a change in use.

Property Tax Rule 463, subsection (b)(2), defines newly constructed or new construction to mean
and include:

Any substantial physical alteration of land which constitutes a major rehabilitation
of the land or results in a change in the way the property is used ... In any
instance in which an alteration is substantial enough to require reappraisal, only
the value of the alteration shall be added to the base year value of the preexisting
land or improvements. Increase in land value caused by appreciation or a zoning
change rather than new construction shall not be enrolled.... (Emphasis added.)

Therefore, while the value added by the physical alteration is assessable, the value attributable to
the change in use is not assessable. Any physical changes such as driveway, grading, domestic
wells, etc., associated with the newly created site should be assessed as new construction and
assigned a base year as of the date of completion. However, the underlying land cannot be
reassessed, and the base year value allocation has to be made as of the last actual change in
ownership.

Example

Assume that a 160-acre TPZ property, with no improvements, transferred in
September 2003. In July 2005, construction is completed on a new residence and the
appraiser determines that the appropriate size for the site is one acre.

*® Section 435, subdivision ().
% Section 435, subdivision (c).
> Section 435, subdivision (b).
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In this example, the base year value of the newly created site should be established based
on the value of comparable one-acre homesites in 2003. If it is determined that the proper
2003 value is $100,000, this becomes the base year value for the homesite. The value of
any new construction—such as driveways, grading, domestic wells, etc.—should be
added to the $100,000 (plus appropriate factoring) to establish the site value.

Similarly, if TPZ property changes ownership and a portion of the property has been designated
as a compatible use site, for example a residence (exclusive compatible use), the portion of the
property designated as the residential site is subject to the change in ownership statutes
applicable to Proposition 13. Therefore, upon change in ownership, the portion of the land
designated for the residential site, and any improvements on that portion of land, will receive a
new base year value and will be subject to supplemental assessment statutes.*®

As an exception, the values of temporary access roads, culverts, drainage ditches, and other
improvements necessary to the growing and harvesting of timber by providing accessibility to
point of conversion® are not valued pursuant to Proposition 13, but are included in the estimates
of immediate harvest value for the relevant timber value area. Thus, roads, culverts, drainage
ditches, and improvements necessary for timber access are not assessable as a compatible,
nonexclusive use of timberland, except to the extent that they may exceed what is necessary to
provide essential accessibility.

LAND VALUES

Section 434 sets forth instructions for grading timberland into five general site quality classes for
each timber region or sub-zone. Each of these site quality classes is the same as adopted by the
State Board of Forestry.?® There are two timber regions and one sub-zone for timberlands within
California:

e Redwood Region®
e Whitewood Subzone of the Redwood Region®
e Pine-Mixed Conifer Region®

From the inception of the Timber Yield Tax and TPZ until lien date 1984, TPZ lands were
valued using the sales comparison and income capitalization approaches to establish bare land
values. In 1983, the Legislature replaced the previous land values with a schedule of bare land
values that is subject to annual adjustment. Section 434.5 prescribes the method of making
annual adjustments to the value per acre of TPZ property for the various site classes and timber
regions.

%8 Sections 75 through 75.80.

%9 Section 38109.

8 Section 4528, subdivision (d), and section 4528, Public Resources Code.
81 Section 434.5, subdivision (a)(1).

62 Section 434.5, subdivision (a)(2).

% Section 434.5, subdivision (a)(3).
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CALCULATION OF TIMBERLAND PRODUCTION ZONE VALUES

A rolling five-year average is used to calculate the percent of change which is applied to the
previous land values to compute new land values.®* Each fiscal year, the total of saw log harvest
value and volume is calculated into a single average value for all species reported on a board foot
basis. A fiscal year of harvest reports is comprised of the total of the third and fourth quarter of
one year, and the first and second quarter of the successive calendar year. Volume is the total of
all green timber and salvage timber, and the immediate harvest value total is all green and
salvage timber.

The annual adjustment is a measurement of percent change between two sets of five-year
periodic averages. Each of these sets consists of the average of five annual averages combined
for the "five-year periodic immediate harvest value." Using the most current six years of
reporting, set one consists of years one through five in chronological order. Set two consists of
years two through six. The percent change, rounded to the nearest one-tenth of 1 percent,
between these two sets of periodic averages is then divided by two and applied to the previous
year's values. The dollar amount is then rounded to the nearest dollar before being added to the
previous year's timberland value.

Example of How the Percentage of Change is Calculated

Fiscal Year Volume Logged Harvest Value Average $/M
(1) 1998 — 1999 2,239,822 $774,664,690 (1) $345.86
(2) 1999 - 2000 2,179,497 $825,642,326 (2) $378.82
(3) 2000 — 2001 1,848,645 $845,644,868 (3) $457.44
(4) 2001 - 2002 1,652,280 $502,457,129 (4) $304.10
(5) 2002 — 2003 1,632,072 $420,989,485 (5) $257.95
(6) 2003 — 2004 1,816,420 $493,022,147 (6) $271.43

First 5-Year Periodic Average Second 5-Year Periodic Average

(1) $345.86 (2) $378.82

(2) 378.82 (3) 457.44

(3) 457.44 (4) 304.10

(4) 304.10 (5)  257.95

(5) 257.95 (6) 27143
Total $1,744.17 Total $1,669.74 Total divided by 5 equals the average
Average $348.83 Average $333.95

($333.95 — $348.83) = $348.83 x 100 = -4.27% (-4.3% rounded)
-4.3% +2=-2.1%

%4 Section 434.5.
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Example of How the Percent of Change is Applied

Redwood Region 2004 Value % of Change Change 2005 Value
Site | $272 X -2.1% $-6 $266
Site 11 $221 X -2.1% $-5 $216
Site I $193 X -2.1% $-4 $189
Site IV $168 X -2.1% $-4 $164
Site V $53 X -2.1% $-1 $52

The adjusted values are sent to the Board for approval each year, prior to November 30. After
approval, the Board certifies to county assessors the values to be used in the following calendar
year for lands zoned timberland production.

REZONING

Sections 51120 through 51146 describe the process of getting TPZ lands rezoned to an
alternative use. The law describes two methods of rezoning TPZ property:®® rezoning or
immediate rezoning. Rezoning may be initiated by either the owner or by the county board or
council and involves the non-renewal of the 10-year term of the TPZ and a change in zoning
after the 10-year contract expires. Immediate rezoning, as the name implies, may be done
immediately when the continued use of the TPZ is neither necessary nor desirable to accomplish
the purposes of section 3(j) of Article X1l of the Constitution.?® Immediate rezoning may only
be initiated by the owner.

Removal from TPZ over a 10-year period requires the landowner or the county board or council
to give written notice at least 90 days prior to the anniversary date of the original zoning date. If
no timely written notice is provided, the zoning is automatically deemed extended.

The written notice must name the new zoning desired and follow the procedures established in
Government Code sections 65854 through 65857. With timely written notice, rezoning proceeds
as follows:®

e Within 120 days of receipt of the written notice of an owner's desire to rezone a parcel, the
county board or council, after a public hearing, will rule on the request for rezoning.

e The county board or council, by a majority vote of the full body, may remove the parcel
from the TPZ and must specify a new zone for the parcel.

e The new zone will become effective 10 years from the date of approval. Upon rezoning,
the parcel will be valued pursuant to section 426 in the same manner as if a restriction
were terminated.®®

% Sections 51120, 51121, and 51130 through 51134,
% Section 5